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Mr. David Hartley, a new contributor to the Quarterly, is a 
former Montanan now working in Washington, D. C., as Di
rector of Institute Development for the American Institute of 
Planners. He was educated at Eastern Montana College in Bil
lings, the University of Chicago and George Washington Uni
versity. Although he no longer lives in the state, he still con
siders himself a Montanan, and that means his background of 
experience in state and regional planning as well as economic 
development work makes his ideas well worth careful reading. 
He was the Assistant Director of the Montana State Planning 
Board from 1956 to 1959. His article, “Perspectives On Plan
ning In Montana,” is taken from a speech given in Montana at 
the Third Montana Local Planning Institute, held at Flathead 
Lake in September 1967.
Mrs. Maxine Johnson has been the Assistant Director of the 
Bureau of Business and Economic Research since 1961. Since 
her association with the Bureau, beginning in 1950, she has 
published numerous monographs and has contributed exten
sively to the Montana Business Quarterly. In this issue her 
article entitled “The Tourist Industry: Some Second Thoughts,” 
makes vital and interesting reading.
“United States Leadership and World Trade,” by Dr. Glenn 
Barth, deals with current problems the United States is in
volved in and the solutions he proposes. Dr. Barth received his 
doctorate from Montana State University in Agricultural Eco
nomics. He is presently an Associate Professor at the Univer
sity of Montana, and has previously contributed to the Quar- 
terly.
Dr. Patricia Bragg’s article, “Technological Change— Its Im
pact on Montana,” is a supplement to a Fall 1967 Quarterly 
article entitled “How Effectively Are We Using Our Technol
ogy?”. This latest article examines the effects of automation on 
various industries and institutions of the nation and how Mon
tana business can utilize it most effectively. Dr. Bragg is a Re
search Associate with the Bureau and an Assistant Professor 





W ILLIAM  D. D IEHL
The Montana Comprehensive Statewide Planning Program 
is off to a good start. In the months since the inception of the 
program— which was marked by the beginning of the Planning 
Design Study— some significant developments have taken place.
First, the state Department of Planning and Economic Devel
opment has prepared a local planning assistance program that 
will be funded in part by the Department itself and in part by 
the Department of Housing and Urban Development. This new 
blueprint will assist local communities in the formation, organ
ization and establishment of their own specific local planning 
programs.
Second, the Office of the Federal-State Coordinator has 
developed a program of Administrative Assistance and Urban 
Information for local communities. This program is also in
tended to provide assistance to local communities in two main 
areas: local communities can, at their request, receive assist
ance in administering their programs of public safety, public 
works, financial administration, codes administration and per
sonnel policies. Also, under this program the state will provide 
analysis, correlation and dissemination of federal and state pro
gram information. There will, in addition, be a series of con
ferences and workshops on availability, nature and applicabil
ity of federal programs.
Third, the University of Montana Urban Studies program 
staff has designed a Public Manpower Training Program. This 
involves both pre-service and in-service training of persons 
for public service in the areas of public administration, finan
cial administration, local facilities and services administration. 
The Departments of Political Science and Sociology will offer 
the initial bulk of training, but as the program grows there 
will be a truly interdisciplinary effort.
Fourth, the Bureau of Business and Economic Research as 
primary contractor for statewide planning research and infor
mation development, in conjunction with the state Department 
of Planning and Economic Development and the Water Re-
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sources Board, has applied to the Department of Housing and 
Urban Development for assistance in financing a major eco
nomic base study of Montana. This study will describe Mon
tana in terms of economic activity, including population, house
holds, labor force, employment, productivity and income. It 
is designed: (1) to trace the historical development of the 
state’s economic system; (2) to trace the forces that have been 
influential in molding the present day economic structure and 
characteristics; and (3) to identify and evaluate strengths and 
weaknesses in the state’s economy.
The economic base study will serve as a permanent basis—  
or base— for making rational judgments concerning the future. 
With a continual up-dating and analysis of this information we 
can move forward from the analysis of the present economic 
facts and the forces underlying them to the most promising 
planning for the future.
The economic base study will provide the state department 
of Planning and Economic Development with a more analytical 
approach which should result in a more efficient use of its 
industrial promotion resources. By means of locational an
alysis, the types of economic activity best suited to particular 
areas can be identified. Labor force, transportation facilities, 
water availability, energy availability, and other resource re
quirements for successful business location can be made 
readily identifiable. Also, the economic base study will identify 
for each locality the industries with “high pay-off” in terms of 
income and employment.
The economic base study will also assist private business in 
planning for successful capital investments. Facts and figures 
gathered on a statewide scale, together with specific informa
tion on all local levels should be enormously helpful to busi
nesses looking for locations, and for those wishing to expand 
operations.
A comprehensive knowledge of federal, state and local gov
ernmental programs and a detailed awareness of activities of 
government such as taxation, elementary, secondary and higher 
education, transportation, natural resources and recreation are 
essential in planning economic development. The develop
ments in these areas of government activity were based on the 
necessity to meet human needs. By and large, these human 
needs are an outgrowth of the size and makeup of the popula
tion at any given time and the activities of its members as 
producers and consumers. The economic base study can pro
vide reasoned insight into the nature and extent of these pro-
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duction and consumption activities and, based on this insight, 
such a study can make calculated projections of future growth 
for use in determining the amounts, kinds and timing of de
sirable government programs and activities.
Obviously the activities of government at all levels affect the 
business community in a very significant way. Governmental 
decisions in water resource development, recreation, educa
tion, taxation and transportation will in some cases determine 
the nature and extent of private enterprise activity. Without 
a study of this kind we cannot determine the potential influ
ence of governmental decisions on local private and public 
activity, and therefore on state economic growth and stability.
The article by David Hartley, a former Assistant Director of 
the Montana State Planning Board, offers further insights on 
planning in Montana today. Mr. Hartley presently is Director 
of Institute Development for the American Institute of Plan
ners.
I
Perspectives On Planning In Montana
DAVID K. HARTLEY 
D irector o f Institute D evelopm ent 
Am erican Institute o f Planners, 
Washington, D. C.
Survival and achievement of a better life— these are the ob
jectives of planning and, indeed, all human activities— activities 
which help to preserve life, equalize opportunity, provide edu
cation, and enhance enjoyment, all leading to the fulfillment of 
individual potential.
Survival and achievement of a better life are broad goals 
which need to be further explained and implemented or they 
are meaningless. Many planning programs around the country 
are stated in just those broad goals. They don’t really mean too 
much until you get down into the actual implementation. But 
before one can plan for the future, he needs facts about the 
present, and since it is often better to begin with the broad and 
proceed to the specific, I want to begin with some observa
tions about the national framework within which Montana 
communities operate.
In the United States, because of the rapid growth of auto
mated productivity in agriculture, mining, and forestry, over 
10 million persons emigrated from rural to urban areas in this 
country from 1950 to 1960. There is every indication that this 
trend will continue.
Recent unpublished studies by the U. S. Department of Com
merce indicate that jobs will develop in both low-population 
rural areas and in our largest cities at a much lower rate than 
the national average. On the other hand, medium-sized coun
ties, or areas between 5,000 and 500,000 population, and su
burban counties will have a job growth rate significantly 
greater than the national average.
Relatively few new employment opportunities will be cre
ated in and around isolated urban places of 5,000 or less popu
lation. Small towns and villages are losing their economic func
tion as local agricultural or other market distribution centers. 
They are disappearing except as residential satellites for larger 
communities when they have the good fortune to be so con
veniently located (like Laurel or Belt in Montana). This
12 MONTANA BU SIN ESS QUARTERLY
process is what Ellis Waldron and others have referred to as 
“urban geriatrics.” Most Montana communities will get smaller, 
older, and weaker and they are already too feeble to do much 
about it.
Nationally, those families that choose to remain in low-in
come rural areas will get poorer, relative to the rest of the 
country. These areas include the large pockets of unemploy
ment in the South, in the Appalachian Mountains, in the cut
over timber areas of Michigan and Wisconsin, and on Indian 
reservations.
These trends are well known to Montanans. What might not 
be so evident to them is the fact that our largest cities also face 
serious problems in job development.
Most of the migration from the farm has gone into large 
urban complexes all over the country. At the same time, 
crucial changes are occurring in the economic environment of 
these large metropolitan areas. Jobs are moving away from 
the central cities out to the suburbs because of obsolete plants, 
circumferential highways, high center-city real estate taxes, 
and most of all because the skilled labor force has moved to 
the suburbs to secure better living conditions. In the suburbs 
they look for jobs that require a high level of academic or tech
nical skills— white-collar jobs with relatively high entrance 
requirements. The very jobs that formerly provided work for 
unskilled migrants settling in the urban complexes, the low- 
pay, temporary service jobs offering little opportunity to ac
cumulate sufficient resources or skills for upward mobility are 
no longer available in numbers in the central cities. In the 
aggregate, then, our economy is not creating jobs fast enough 
to absorb the new urban labor force.
Rural migrants— whether they are poor whites from the 
South, or Negroes from the South, or poor people from other 
parts of the country— are not acquiring skills and incentives to 
fill the jobs that are available, or poor transportation systems 
prevent their getting to them. Traditional migration patterns, 
if unchanged, will aggravate the core-city unemployment prob
lem.
So the future looks bleak indeed— continued urban and rural 
squalor, rioting on the streets of our largest cities, and worst 
of all, the waste of a great reservoir of human talent. Clearly 
we have some national planning to do.
Our country’s leaders have been struggling to find solutions 
for these problems, for we need action as well as planning. The 
elements of these national efforts to reduce unemployment to
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four percent in all parts of the country are just beginning to 
come into focus. They include programs (a) to help reduce 
disparities in opportunity between the central cities and the 
growing suburbs, such as efforts to eliminate discrimination in 
housing in the suburbs so that poor people can find housing 
near jobs; to improve mass transportation so that poorer 
people can get out to the jobs without having to buy a car; 
to encourage regionwide planning and decision making; to 
provide equalized tax assessment and collection; to encour
age job development programs in central cities; (b) to increase 
incentives for new communities— complete new towns, planned 
from the beginning. There are probably over 100 of these new 
towns being started right now across the country. Big busi
ness is very interested. Gulf Oil and Connecticut General In
surance have each invested about $75 million in towns in the 
Washington, D. C., area. One incentive for new town growth 
could be for the federal government to extend FHA mortgage 
guarantees to cover land acquisitions; another could be for a 
federal-level employment commission to locate jobs in new 
towns and find the people needed to fill them (Montana— the 
land of the open spaces— is ripe for new towns with the proper 
housing and job incentives); and (c) to help rural areas become 
more attractive to industries and growth in order to reduce 
rural-urban migration.
City and rural problems across the country concern national 
policymakers— Congress, the President, governors, national 
business leaders. The social and economic disparities of the 
situation as it stands now are costly, and they affect all of us. 
But planning and regulation at the federal level alone cannot 
solve these disparities. What is needed is a state and local 
economic development effort coordinated at the national level. 
The weakest link often is at the state level. Many states have 
not developed the capability to establish consistent policy and 
to set the framework for local efforts.
For a number of years, national organizations such as 
the American Institute of Planners and Council of State Gov
ernments have urged governors to create statewide planning 
agencies. In 1956 the Council of State Governments issued its 
influential Planning Services for State Government which 
recommended that each state “establish an office of planning 
services in the executive branch of the state government, 
either in the office of the governor, or co-equal with the* 
budget office in an integrated department of administration or 
finance.” AIP issued its State Planning: Its Function and Or-
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ganization report in 1958. These reports had wide circulation 
and provided the impetus for many state planning efforts. In 
1964 the National Governors Conference Committee on State 
Planning, chaired by Governor John B. Connally of Texas, 
recommended that every state have a central state planning 
agency to work with counterpart federal planning agencies. 
The Governors’ State Planning Committee is now chaired by 
Governor John Love of Colorado.
Another recent study by the American Institute of Planners 
showed that there is a trend toward establishing planning in 
state government in accordance with the following general 
principles:
(a) planning is an integral part o f the adm inistrative structure 
o f state government;
(b) the planning staff should be advisory to the governor and 
act at his direction in its relationsh ip to the legislature and 
to the individual agencies o f state government;
(c) the state planning director should be acceptable to the 
governor and qualified to articulate developm ent policy;
(d) the technical sta ff must be chosen on the basis o f quali
fications and not rep laced as governors’ adm inistrations 
change;
(e) planning comm issions and boards should be advisory to the. 
governor and the state planning director, w ith the director 
taking fu ll responsib ility for recommendations.
How these functions are organized varies from state to state. 
Most have created a staff unit of professionals located in the 
governor’s office. Other states with a well-developed budget
ing-management agency function, such as Wisconsin, often 
find it advantageous to place planning in a Department of 
Administration. Others combine the planning function with 
such line functions as industrial development or community 
affairs, but this is clearly less desirable and less effective.
The best way to test whether the location of state planning 
is working is to check on how effectively a governor uses his 
state planning staff. If there is no direct communication be
tween the planning program and the governor’s office, the plan
ning obviously is not having much effect.
The growing sophistication in economic development plan
ning highlights the need for policy formulation and for imple
mentation throughout state government. The best state (and
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local) planning should anticipate the economics of any given 
area.
The fact that there are federal funds available has provided 
a real incentive for state planning. (Montana last year received 
$14,000 from the Department of Housing and Urban Develop
ment to lay out its state planning program, and is now applying 
for more.) Over the past six years H.U.D. has granted about 
$25 million to 45 states for this purpose. To qualify, each must 
have a state planning agency or be committed to setting one up.
Furthermore, there has been a proliferation and expansion 
of federal aids which, while increasing program funds, has also 
shown the need for greater coordination and policy direction. 
At least 80 federal programs have a state planning requirement, 
thus requiring some comprehensive planning framework with
in which functional plans are developed.
To help in the development and coordination of state plan
ning, four major projects are currently underway.
The American Institute of Planners has a $30,000 grant from 
H.U.D. to develop an information exchange on the technical 
aspects of state planning. Through this exchange Montana can 
find out what other states are doing and make the information 
available to our planning agency, and other states that are just 
beginning their planning program can do the same.
The second is that the Council of State Governments and the 
Public Administration Service, under a $83,000 grant from 
H.U.D., are gearing up to study coordination of federal aids 
through the state comprehensive planning process.
The third project is the Institute on State Programming for 
the 70’s which is operating out of the University of North Caro
lina with $49,000 from the Department of Housing and the 
Carnegie Corporation. This Institute will study the full spec
trum of planning in the context of state government and en
hanced executive leadership.
Finally, the Council of State Planning Agencies, which I 
serve as director, was formed this year to coordinate all these 
efforts and to work for the improvement of state planning. The 
Council has 45 members (not including Montana, as yet) and 
is an affiliate of the Council of State Governments, with very 
close working ties with the American Institute of Planners and 
the National Governors Conference. An example of the Council 
of State Planning Agencies’ activity was a recent joint confer
ence between state planning and state budgeting officials on 
better state government through planning— programming—  
budgeting techniques.
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What are some of the problems that Montana faces in taking 
advantage of these opportunities for planning its growth?
First of all, of course, Montana is a headwaters, natural-re- 
source area— far from major population centers— and in this 
it is similar to northern New England, Appalachia, northern 
Michigan and the California mountains. Its role in the national 
economy is for recreation, for watershed protection and devel
opment, for extensive agriculture, for generation of electricity 
and for certain resource-based industries. Nobody predicts 
great industrial expansion for Montana— not even in the year 
2000.
So this means Montana will always have a fairly dispersed 
population pattern with consequent expensive communications 
and public services— this is what Carl Kraenzel and others 
have called the “social cost of distance.”
Montana is also a capital-short area with some aspects of 
colonialism. It is no accident that many banks, farms, whole
sale houses and industries in Montana are owned elsewhere 
and that Montana communities are dependent upon east-west 
railroads for transportation. The Federal Reserve Bank, which 
groups Montana with the Twin Cities, reflects this capital flow 
pattern, and the Upper Midwest Research and Development 
Study shows this tendency of the Twin Cities business com
munity to view Montana as a part of its economic, social and 
cultural hegemony.
It took massive infusions of outside capital to develop Mon
tana resources fifty or seventy-five years ago. This outside 
capital is still required to put Montana agriculture onto the 
technological level that is required in today’s economy. Thus, 
Montana has a net deficit in any system of regional accounts.
Statewide community planning is a means of optimizing po
tentials we cannot afford to ignore. The planning process can 
assist localities to analyze the facts of their existence, prepare 
realistic predictions and suggest alternatives to achieve goals. 
It is in this realm of amenities— what most people would agree 
means a good life— that planning can be of help. And these 
amenities help to sustain economic growth. A study by the 
American Institute of Planners found that in 1960 there was no 
formal statewide planning program in 31 states, including Mon
tana. However, by 1966 all but four states had an identifiable 
statewide planning program. Several reasons can be given for 
this rather rapid increase in states engaged in statewide plan
ning activities.
First, there is growing gubernatorial interest in strong plan-
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ning and budgeting. You might say there are three tools for 
building executive control of planning, in any organization, be 
it governmental, private corporation or institutional.
(a) P rogram  leadersh ip— innovation, n ew  ideas, m arketin g and 
corpora te image.
(b) B udget con tro l— re la tin g both  cap ita l and op era tin g e x
pend itu res to long-term  fisca l re sou rces and to p rogram  
goals.
(c) Chartin g long-term  goa ls (preferab ly  in quan tita tive terms), 
d ev e lop in g  and testin g a lternative stra teg ies to reach  the 
goals, and d ev e lop in g  m eth ods to im p lem en t the p o lic ie s 
and eva luate the results.
Thus planning has become a major part of modernized state 
government, which is similar to a large corporation in its 
management problems.
But is Montana’s state government modern enough? In our 
governmental structure the state is given basic powers. It is 
the state that sets the framework within which local govern
ments operate. Sound planning laws and coordination of local 
planning at the state level are absolutely necessary.
Montana is fortunate in having new state planning legislation 
enacted this last session. It is equally important that the budget 
for planning has been increased— fivefold over the amount 
several years ago when I was with the State Planning Board.
This provides new opportunities to develop one of the best 
state planning programs in the country.
You now have the law and some of the money— which can be 
matched with federal grants. Now you need adequate person- 
nel top flight professionals. These are the three legs on which 
proper planning operates— proper legislative authority, money, 
and people. The trend toward making use of the University 
system is excellent. It is one of the best resources that a state 
like Montana has.
I would like to discuss a few recent trends in state planning 
from my perspective with the American Institute of Planners 
and as a Montanan born and bred.
The first trend affecting planning is growing political re
sponsibility, and the second is better specialized or functional 
planning. All the various departments of local and state gov
ernment are becoming more proficient in analyzing their goals 
and in running their own programs. Highway planning has 
come a long way in the past ten years. It’s now one of the most 
professional kinds of activities. But how about planning for
18 M ONTANA BU SIN ESS QUARTERLY
all the various governmental responsibilities? Is it being done 
right? Much of the planning undertaken by local street or local 
health departments is not really effective. The right questions 
aren’t being answered. And how does the planning square 
with what else is going on? In other words, how is highway or 
street planning being tied in with parks planning or with wel
fare planning? It’s up to the central planning staff who work 
with the elected official to come up with a policy framework, 
to suggest some ways of analyzing the goals of all departments 
of government.
The third trend that might be observed is that which at
tempts to make planning more comprehensive. We all talk 
about comprehensive planning, but in reality comprehensive 
planning in most parts of the country now tends to be land-use 
or physical planning, and there are reasons for this: through 
zoning and the capital budget one can direct the long-term 
physical pattern of the community. But the full social and 
economic needs are not met through physical planning alone. 
There is a growing ferment now to learn how to combine good 
land-use planning with good social planning and good economic 
planning. The point is that all forces of government should be 
directed toward common goals and this is where comprehensive 
planning can be of assistance. This puts planning squarely into 
management.
All the factors I have mentioned point toward the growing 
need for management skills in planning. Planning is not merely 
design. Skill in coordinating all governmental activities toward 
long-range goals is needed. But so far, plannning is not used 
as a management tool in most local governments. It is just 
another function, co-equal with building streets and with oper
ating the county jail. Planning in Montana is not viewed as a 
vehicle for the city council, the mayor, and civic leaders to 
coordinate all activities to improve the community as it is in 
other parts of the country. The master plan tends to be merely 
a map which is ignored by some and actively opposed by others. 
Zoning boards of appeals and building inspectors cave in to 
special interests and the courts sustain them.
We find lately a new attention to political responsibility. It 
is the elected officials who run government. They are elected 
by the people, and they are politically responsible to the people. 
There has been tremendous improvement in both city and 
county government in the past few decades. (This could be 
said to demonstrate that planning is an executive tool, along 
with budgeting.) There is a need for more useful policy if the
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elected official is going to run on a platform of planning. There 
is a need for more action. One can’t just be talking about what 
the community will look like in twenty years, when the street 
is being built right now. The elected official has to have re
liable information for immediate decisions. In many parts of the 
country independent planning commissions are being elimi
nated because this stands between the staff planner and the 
elected official.
There is no one easy answer to individual local problems; 
federal programmers, state planning agencies and local officials 
must all be thinking ahead— together.
All of these efforts will, I am sure, help Montana in its fledg
ling state planning activity. I think it is certainly true that 
Montanans generally lead the good life. A Montana native liv
ing in other parts of the country readily sees this. We are all 
sentimental about Montana; but we can’t forget the deplor
able conditions on Indian reservations, or the high proportion 
of families living on welfare and without jobs. Haphazard de
velopment on lakes and rivers threaten pollution and ugli
ness. The downtowns of most Montana cities are rundown and 
ugly. All of these factors depreciate the good life. And they 
are all proper subjects for planning activity.
We have a wonderful opportunity here to direct our own 
future and to keep the good life and to extend it to everyone. 
For it is diversity of choice that is the essence of the good life, 
and Montana has always abounded in this free choice. This is 
what motivated people to come to Montana over the past 100 
years, and this is what keeps people coming back and coming 
in the future.
The Tourist Industry: 
Some Second Thoughts
MAXINE C. JOHNSON 
Assistant D irector
Bureau o f Business & Econom ic Research 
University o f Montana, M issoula
Whenever Montanans talk about the future of their state, a 
part of the conversation is sure to center on tourism. Here, it 
is pointed out, is an area where Montana has a good chance for 
growth. Every year, most Americans have more money to 
spend and more leisure time; every year there are more Ameri
cans, more potential tourists; and every year the interest in 
travel and recreation grows. Surely Montana, with its spec
tacular scenery and its forests, streams, and lakes, its national 
parks and winter sports areas, has much to offer vacationers. 
Tourism enthusiasts are quick to point out that travel and 
recreation have already established their importance in the 
state’s economy.
It all sounds terribly simple: we provide the facilities, issue 
the invitations, and settle back to wait for the influx of people 
and money. Travel and recreation, we are told, represent one 
of the best hopes for economic growth in the state; tourism 
may someday become one of our leading sources of income.
Perhaps because of the growth problems which Montana has 
long experienced, we tend to grasp at easy solutions, or to ac
cept such predictions quite indiscriminately. It may be that it 
is time to take a critical look at the assumption that tourism 
represents one of the most promising and desirable avenues for 
economic development in Montana. Will its growth really be 
as rapid as some people expect, and what are the implications 
of an expansion in tourist travel for the Montana economy? 
Do travel and recreation really offer the kinds of opportunities 
the state needs?
There is little doubt that tourism in Montana will increase; 
we probably could not prevent it even if we wished to. Ameri
cans are traveling more, they are becoming more affluent, and 
there is evidence of a growing interest in the kinds of activities 
— fishing, hunting, boating, skiing— that Montana can provide.
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Yet forecasts as to the extent of the growth of travel and re
creation frequently seem unrealistic. In the foreseeable future, 
most of us will continue to work five days a week and most 
annual vacations will last only two or three weeks. The great 
increase in leisure time will come slowly, not next year and 
probably not even in the next decade.1 It will come most 
slowly for those busy and affluent Americans in professional or 
managerial positions— the very people we would most like to 
attract.
There is also the problem of competition; the hopeful dia
logue about the rich possibilities of tourist travel is being re
peated in all of the western states. And while the physical 
resources of other western states may seem to us to be less 
magnificent than what Montana has to offer, these states also 
have national parks, lakes, and ski areas. Several of them are 
closer to major population centers than Montana; frequently 
their public transportation facilities, particularly for air travel, 
are superior to ours; often they offer a greater variety of attrac
tions, with metropolitan centers as well as well-developed out
door recreational facilities. And all of the western states are 
in competition with other parts of this country and with the 
rest of the world.2
It may be, then, that the growth in recreation and travel in 
Montana will come only gradually, more gradually than some 
Montanans may expect. Perhaps this is good; it gives us more 
time to concern ourselves with preserving the quality of our 
physical environment and our travel facilities. An orderly 
development of resources and facilities can help us avoid the 
tacky buildings, the snake pits, and the cluttered, unplanned, 
appalling environments that have evolved in many older vaca
tion areas.
It is true, of course, that well-planned promotional efforts 
can help attract more visitors to Montana. Certainly this 
should be the goal of those businesses now providing travel 
and recreation facilities in the state. But before Montanans as 
a whole accept the proposition that the extensive development 
of tourism represents a desirable economic goal for their state, 
and before they determine what priority it should have, they 
should give careful consideration to the probable effects of such 
a development.
‘Laurence A. Mayer, “The D iverse $10,000-and-over Masses,” Fortune, 
D ecem ber 1967, p. 218.
C om petit ion  from  other countries m ay be reduced if fore ign  travel 
restrictions now  bein g proposed are enacted by  Congress,
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When goals for economic development are discussed, em
phasis usually is given to increasing personal incomes. One of 
the primary purposes of any economic system should be the 
promotion of individual well-being, and so both economists 
and laymen speak of high per capita income as a goal of eco
nomic policy. One of Montana’s problems since the early 1950’s 
has been that the average income per person in the state has 
been falling below the national figure. In 1966, per capita in
come in Montana was estimated at $2,623; in the United States 
it was $2,963.3 These figures represent an increase since 1950 
of 62 percent in Montana and 98 percent in the United States. 
Among the major reasons why Montana incomes have not 
grown as fast as incomes in other parts of the country is the 
growth in employment in low-wage industries. Over the years, 
Montana has gained jobs in the trade, service, and finance in
dustries and in government, all of which typically pay low 
wages. The fact that the state has a larger proportion of its 
employment in these low-paying jobs contributes to its lower 
average earnings and lower per capita incomes.
Yet when Montanans speak of an expanding tourist industry, 
they are in fact referring to the addition of more relatively 
unskilled, low-paying jobs— jobs as waitresses, maids, service 
station attendants, and clerks— in a state where average earn
ings per worker already are significantly below the national 
average. They are referring, also, to the growth of an intensely 
seasonal activity in a state historically plagued by high sea
sonal unemployment. If these jobs are held by vacationing 
students or married women, they may provide a welcome sup
plemental income. But to the extent that they are held by 
heads of families, male or female, they will only add to existing 
problems of low incomes and seasonal unemployment.
The extreme seasonality of many types of tourist and recrea
tion activities— such as summer resorts and ski areas— also 
adds to the difficulty owners experience in earning an adequate 
return on their investment. For instance, a report by the 
Federal Reserve Bank of Minneapolis indicated that 26 ski 
resorts in the Ninth Federal Reserve District, which includes 
Montana, had an average annual rate of return on investment 
of 1.98 percent over the years 1959-1964.4 Perhaps ski resorts 
are not a typical example; some other types of seasonal recrea-
*U. S. Department o f Commerce, O ffice o f Business Economics, Survey 
of Current Business, August 1967, p. 31.
‘Federal Reserve Bank of Minneapolis, Ski Resorts in the Ninth Dis
trict, Business Report Series No. 1, November 1964, p. 17.
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tion facilities may produce better returns. Unfortunately, no 
data are available. Nevertheless, the past history of many such 
facilities and the scarcity of investment funds for them indi
cate that the returns generally have been low.
Of course, efforts are being made both to extend the summer 
vacation season and to provide facilities which will attract 
more winter recreationists. While such efforts should meet 
with some success, it is likely that as long as present patterns 
of family vacations and school attendance persist, travel for 
recreation will continue to be concentrated in the summer 
months and around the Christmas holidays. This means that 
jobs in resort areas will continue to be seasonal and, in many 
cases, the return on investments will be low.
One of the greatest appeals of the tourist industry is that it 
is an “export” industry; that is, it brings in dollars from outside 
the state, dollars which Montana must have to pay for its im
ports of goods and services and to finance growth within its 
borders.®  But an out-of-state tourist dollar and a dollar re
ceived for export sales by a farmer or rancher, a local sawmill, 
or other manufacturing plant are not the same thing. There 
is considerable difference between an out-of-state tourist dollar 
and an out-of-state dollar received for farm products, lumber, 
or manufactured goods.
Everyone is familiar with the turnover effect— called “the 
multiplier” by economists— of a dollar spent in a local area. A 
new dollar creates more than a dollar’s worth of business in a 
state before most of it eventually leaves the area to be used 
for purchasing imports, paying taxes, and so forth. The extent 
of the turnover, of course, varies from one geographic area to 
another; some states, with extensive manufacturing and whole
saling facilities, can keep a dollar turning over longer than 
others.
The amount of turnover also depends upon which industry 
originally receives the dollar. A study in southwestern Wyo
ming— an area similar in many ways to parts of Montana—  
revealed that in 1959 a dollar received from the sale of agricul
tural products outside the area turned over 2.32 times; a dollar 
received from lumber sales turned over 2.23 times; and a dol-
c Approxim ately 70 to 75 percent o f total travel expenditures in the 
state are m ade by out-of-state visitors. See R obert F. W allace and 
Daniel Blake, M ontana T rave l S tudy , prepared fo r the Montana State 
H ighway Comm ission in cooperation w ith the U. S. Department of 
Commerce, Bureau o f Public Roads, Bureau o f Business and Econom ic 
Research, University o f Montana, Missoula, July 1966.
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lar’s worth of other manufactured goods sales had an average 
multiplier of 2.37.6 These industries, of course, are able to pur
chase a good proportion of their raw materials and supplies 
from within the state. Most tourist dollars, however, are spent 
in retail trade or service establishments. Because Montana 
retailers must purchase most of the goods they sell from out
side the state, one would expect that the multiplier effect of a 
dollar’s retail sale would be considerably less. In the south
western Wyoming study, a dollar spent in eating and drinking 
places turned over only 1.84 times; a dollar spent in gas sta
tions and automotive stores, 1.73 times; and a dollar spent in 
other retail stores, 1.58 times.7 Dollars spent in hotels and 
motels had a considerably higher turnover— 2.30 times; these 
establishments, of course, deal chiefly in services rather than 
goods. However, a travel study conducted in Montana in 1963- 
64 found that only 21.8 percent of all travel expenditures in the 
state went for lodging. Most other expenditures were made in 
some type of retail establishment.8
The Wyoming study also compared the effects of export dol
lars in another and perhaps more meaningful way: their con
tribution to personal income in the area. In other words, after 
the turnover described above had occurred, how much of each 
export dollar actually wound up as net income in the pockets 
of area residents? The figures for the same industry groups 
mentioned above looked like this:
Industry
Agriculture .....
Personal Income to 
Residents from Each 
Dollar of Export Sales
$0 81
Lumber manufacturing 
Other m anu fa ctu rin g___
....  0.77
0.63
Lodging p la c e s .............. . 0
Eating and drinking places .
Gas stations and automotive stores
0.41
_____ ____ 0.39
Other retail stores0__ ...... -......  0.28
The evidence from the Wyoming study clearly indicates that 
a dollar spent by an out-of-state tourist does not produce as
® Floyd K. Harmston, In d irect E ffe ct o f T ourist E xpend itu res in  a 
W estern Commun ity , D ivision o f Business and Econom ic Research, 
University o f Wyoming, Laramie. Mimeo., no date.
74‘O ther retail stores” includes eating and drinking places, gas stations, 
automotive stores, and building materials, farm  implement, and hard
ware dealers.
• Wallace and Blake, op. cit.s p. 91.
° See footnote 7.
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much income for an area as does a dollar export sale by the 
more basic industries such as agriculture, lumbering, and 
other types of manufacturing. One might note here that this 
makes popular comparisons and rankings of such items as value 
of agricultural goods sold, value of minerals produced, and total 
tourist expenditures rather meaningless in terms of their actual 
contribution to Montana’s personal income.
If Montanans stop to think carefully about travel and recrea
tion, then, several things should become obvious. First, the 
growth of the industry may not be as rapid as some enthu
siasts predict. Second, the industry has a number of disadvan
tages for a state like Montana. It creates low-paying jobs, and 
average earnings already are low in Montana. It creates sea
sonal jobs, and the state presently has severe seasonal unem
ployment problems. And, lastly, an out-of-state tourist dollar 
creates less income for Montanans than does a dollar of export 
sales by industries which utilize more local resources and more 
local sources of supply.
Recognizing these disadvantages does not mean that Mon
tanans should discourage development of the tourist recrea
tion business. It does suggest, however, that we should not ex
pect tourism to solve our growth problems and that we must 
think carefully about priorities and give greater emphasis to 
encouraging economic activities which will better help us 
reach the goal of higher individual incomes.
Montana needs industries and businesses which will employ 
skilled labor; it needs jobs for the substantial number of edu
cated young men and women who leave the state every year. 
It needs activities which utilize its resources. Opportunities for 
this kind of growth are not so easy to visualize as are the pos
sibilities of a new recreation facility. But the rewards they 
bring in terms of income and growth will be substantially 
greater.
United States Leadership 
And World Trade
GLENN R. BARTH
A ssociate P rofessor o f Management
University o f Montana, M issoula
Because of its military, political, and economic dominance the 
world relies upon the United States for leadership in many 
fields. None of these is more important than that of economic 
leadership, the supplying of goods and banking services. The 
United States economy today is strong and healthy. It is an 
economy that has made us a giant among the trading nations 
of the world. Day by day, United States industry adds to its 
productive and technological capability— a capability that 
keeps us competitive in most areas where restrictions and tar
iffs do not prevent us from selling our goods and services. 
Although there have been intermittent scares abroad, our 
dollar unquestionably remains the bulwark which supports 
world trade, as well as buttressing the overall economic prog
ress of the free world. The strength of the dollar is illustrated 
by Howard S. Piquet, who says, “Unlike Western Europe after 
World War II and unlike the situation prevailing in the less 
developed countries today, the United States has ample pro
ductive capacity to make up the difference between its ex
penditures abroad and its receipts from foreigners. It is ob
vious from the magnitudes involved (a Gross National Product 
of over $750 billion, compared with balance of payments 
deficits of between $1 and $4 billion a year) that the difficulty 
does not arise from economic weakness. It is, rather, evidence 
of inability or lack of willingness of countries to allow their 
economies to adjust to each other through the free flow of 
capital and merchandise trade.”1 
Despite some current debt-induced inflation, we are devel- 
oping the world s greatest potential for rising productivity 
through the record new plant and equipment boom now in 
progress.
‘Howard S. Piquet, “Foreign Trade P olicy  in the F ram ew ork o f the 
Balance o f International Payments,” Issu es and  O b je c t iv e s  o f  U. S. F o r
e ign  T rade P o licy , Joint E conom ic Committee, Congress o f the United 
States, Septem ber 1967, p. 100.
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Unemployment as a percent of the labor force : Unemployment Compensa
te?*} Commission of Montana, in cooperation with the U. S. Department 
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The productive capacity of the United States as measured by 
its current gross national product is more than twice that of 
its next largest rival: the European Economic Community.2
The productivity of our labor force also exceeds that of any 
other country in the world. Comparisons with the Soviet Un
ion are difficult to make, but estimates for productivity of 
labor in the U.S.S.R. range from about 20 percent to 50 per
cent of that in the United States. More important in terms of 
international competition, labor costs per unit of output in the 
United States declined by 2 percent between 1959 and 1964 
(probably as a result of increased efficiency through automa
tion) ; during the same period, they were rising in most other 
Western industrial countries.
Futhermore, the growth of our economic strength promises 
to continue into the future because of the vast educational re
sources we have developed in the United States. In no nation 
do general prosperity and illiteracy go hand in hand. Nor is 
there a nation where a broad segment of the population is edu
cated that is not relatively prosperous in the modern world.
Importance of Trade
The importance of trade to the economic strength of the 
United States can be found in our exports of manufactured 
goods and agricultural commodities and imports of raw ma
terials. We have had a consistently falling surplus of exports 
over imports— in 1964 the surplus was $8% billion, falling to 
$5% billion in 1966. This volume of sales represents over four 
million jobs in the United States.
Substantial proportions of our major industrial products 
are exported. Here are some examples:
Products P ercen t Exported
L o com o t iv e s________________  ____________________________  54
Construction and m in ing e q u ipm en t.............. ...........  35
Copper sm elting and refin ing products .....................  32
O ilfie ld  e q u ipm en t_______________________________________  26
Pulp m ill m achinery ............................................. 26
Export trade is crucial for U. S. agriculture. About one acre 
out of every four of harvested cropland produces goods for for
eign markets; in the case of wheat the proportion exported rises
*U. S. Bureau o f the Census, Statistical Abstract of the United States, 
1967. (88th Edition) Washington, D. C., 1967.
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to over one-half. In the 1966-67 crop year 1,311 million bushels 
of wheat were produced in the United States and 742 million 
bushels were exported. If one were to apply this same export 
ratio to Montana wheat, he would find that exports represented 
$55 million of income to Montana farmers.
Obviously, without imports we could not export. Foreign 
customers could not buy our goods if they did not earn dol
lars by selling to us. Imports are vitally important to our 
economic and military strength. We could not possibly main
tain our high levels of production (or our standard of living) 
without importing raw materials. For instance, we import 
nearly all our industrial diamonds, quartz crystals, tin, and 
90 percent or more of our platinum metal, asbestos, mica, 
manganese ore, nickel, cobalt, bauxite, and chrome.
Imports are our only source of some foods; several prime 
examples are coffee, tea, cocoa, and bananas. Imports also 
make up an important part of our supply of such foods as sugar, 
spices, and olives. Imports of finished goods offer Americans 
a wider range of choice from which to buy and help keep prices 
at reasonable levels through competition. We could, of course, 
develop substitutes for many of these materials but the cost 
would be prohibitive, and in many cases the products would 
not be as acceptable to consumers in other respects.
United States as World Banker
Whether we like it or not, we are a world leader and this 
places certain responsibilities upon us. Some areas of our 
leadership are obvious. Since World War II, we have been and 
continue to be the military leader of the free world. We have, 
by any reasonable judgement, been the political leader of the 
free world. We have led others in the truly enormous task of 
assisting those nations less fortunate than ourselves. We have 
been the leader in trade, accounting for some 15 percent of 
total free world trade, and the leader in encouraging greater 
freedom in trade.
Perhaps less well understood, but equally important, our eco
nomic leadership has made the dollar the world's key currency, 
especially now that the British pound has been devalued. The 
dollar, along with gold, is considered a world medium and 
supports the currencies of many smaller countries. As a re
sult, the United States, or more properly, its government and 
its financial institutions, now perform vital banking functions
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for the entire free world. This is an extremely critical leader
ship function.
If we look at the balance sheet of this “international bank,” 
we find it incredibly strong. In its September 1966 issue, The 
Federal Reserve Bank of St. Louis Review points out that: 
“Viewed from the balance sheet standpoint, the United States 
since 1957 has increased its international net worth by about 
$19 billion. United States claims against the world have risen 
$53 billion, foreign claims against the United States have risen 
only $25 billion, and the U. S. gold stock has declined $9 billion.” 
This increase in net claims against the rest of the world indi
cates growing financial strength.
Balance of Payments Problems
Despite these encouraging facts and figures, if we are to con
tinue to lead the world and provide it with banking services, we 
must continue to maintain or further stimulate a free, open, and 
internationally oriented economy. Today the United States is 
very much an open economy, susceptible to the tides of change 
in the world. For many years Americans did not fully realize 
the international orientation of our economy. Then in the late 
1950’s and the early 1960’s the United States began to have a 
balance of payments deficit. United States dollars and gold 
were starting to accumulate in the hands of foreigners in large 
volume, and we became aware that business and financial 
communities the world over were tied to us by many and varied 
interrelationships, and that these interrelationships could have 
serious consequences for us.
Whether enjoying surpluses or coping with deficits, the bal
ance of payments adjustment process has become a key ele
ment in the political, military, diplomatic, and international 
economic policies of the United States and of major concern 
to the world at large. This is true for three primary reasons:
1. Because o f the key ro le o f the United States in free w orld 
security, trade, and exchange and econom ic developm ent;
2. Because o f the im portant ro le o f United States generated 
capital, public and private, and the business activ ity that 
flow s from  it, in m any countries outside the United States;
3. B ecause o f the specia l position o f the dollar as a reserve 
and transaction currency on a w orldw ide scale, m aking it 
the keystone o f the international m onetary system  on which 
free w orld trade and developm ent depend.
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Beginning in 1958, rising claims upon our gold stock signaled 
the end of the world’s almost total postwar dependence upon 
the dollar; the increasing strength, desirability, and converti
bility of other currencies; and the availability of sufficient 
dollars in foreign official holdings to permit a shift in the mix 
of monetary reserves in favor of gold. That is, foreign central 
banks found themselves with more than adequate supplies of 
dollars and began using this surplus to buy gold.
In the United States, the series of heavy balance of pay
ments deficits in the three years 1958-60, averaging $3.7 bil
lion per year, and accompanied by gold outflows averaging 
nearly $1.7 billion per year, signaled the need for a program to 
bring our payments into substantial equilibrium.3 Beginning 
in 1961, the U. S. government initiated a series of measures to 
reduce the deficit without disrupting trade and travel and with
out abandoning our key role in free world security and devel
opment. This effort was thrown off target by at least four de
velopments, each transitory and somewhat unpredictable.
1. The Berlin crisis with the m ilitary force buildup in 1961—
62.
2. A sharp upsw ing in the levels o f private-foreign borrow
ing in 1962 and 1963.
3. A sharp increase in private capital outflow s between 1962 
and 1964.
4. The rapid increase in m ilitary foreign exchange costs in 
late 1965 and 1966, resulting from  stepped-up m ilitary 
operations in Southeast Asia.
Despite these adverse developments, the deficit fell from the 
average of $3.7 billion in the years 1958-60 to an average of 
$2.5 billion in the years 1961 through 1964. In 1965 and 1966 
it was further reduced to $1.3 billion and $1.4 billion, respec
tively. This drop occurred despite an increase during that time 
in net military expenditures outside the United States be
cause of Viet Nam costs exceeding $950 million and a decrease 
in our trade surplus from the peak level of 1964 by $1.9 billion 
in 1965 and by $3 billion in 1966.
While these balance of payments deficits and resulting gold 
flows have not yet become a serious threat to the well-being
’B oard o f Governors o f the Federal Reserve System, Federa l R eserve 
Bulletin , December 1966, p. 1846.
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of the United States, they have resulted in a steady erosion of 
the U. S. stock of reserve assets which help maintain a stable 
value of the dollar in international transactions. At the same 
time, there have been steady increases in the United States 
liabilities to foreigners that may be considered potential claims 
against our reserve assets. This combination implies a contin- 
uing decline in liquidity; clearly, we cannot indefinitely sus
tain such a decline if confidence in the safety and stability of 
the dollar is to be maintained.
Trade as a Solution
How then are we to remedy this deficit problem? Trade- 
expanded and intensified— is the answer. In the 1960-64 period, 
the surplus in the goods and services area more than doubled. 
Since that time, these surpluses have been declining as a re- 
suit of imports increasing at twice the rate of exports. The 
cause of this decline is the decreasing competitive capacity of 
U. S. business. By expanding overseas investments, we can 
develop markets and environmental advantages of cost of re
sources and manpower, making international U. S. business 
more competitive and profitable in the long run. This original 
investment, of course, will cause an outflow of U. S. dollars, 
worsening our immediate deficit problems. Over time, it is 
hoped that this outflow will return to the U. S. in the form of 
income earned by these investments. United States investors
had returns from foreign investment of $1,585 million in Oc
tober, 1966.
Business must also adopt policies to facilitate a more econ
omically competitive U. S. business capacity. Only through a 
superior competitive position will the U. S. be able to again 
increase the trade surplus. Trade must, for the present, bear
.® .kUI>den of the other deficit areas such as foreign aid and
military expenditures. Even with increased trade, we can look
forward to a chronic deficit in the short-term, actually worse 
than it already is.
We can hope that our aid to the underdeveloped countries 
will create more advanced markets, and that our expanded in
vestment activity, spurred on by various investment aid and 
guarantee programs, will improve the long-term balance of 
payments problem; we can also hope that an increasing goods
and services surplus will be able to cover the deficit in the 
other areas.
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Tariff Negotiations
The first step in promotion of free trade with the nations 
of the world was the passage of the Trade Agreements Act in 
1934. This Act gave the President authority to negotiate recip
rocal trade agreements with foreign countries. In 1947 at Gen
eva, 23 countries, including the United States, met to discuss I 
the need to reduce barriers to international trade on a multi
lateral basis. They agreed to reciprocal reductions of tariffs 
on a broad scale. Their negotiations resulted in the General 
Agreement on Tariffs and Trade (GATT), the most compre
hensive action ever taken to break down barriers to world 
trade.
The provisions of GATT are similar in some respects to those 
contained in bilateral trade agreements which the U. S. prev
iously had signed with other countries. They go one step fur
ther in establishing a comprehensive code of rules for the con
duct of international trade agreed to by most of the major trad
ing nations of the world. By 1964 sixty-two countries were con
tracting parties to the GATT. This is one of many examples 
where international agreements were instrumental in the pro
motion of world trade. ,
In 1957 the European Economic Community (EEC) was es
tablished. This agreement linked six countries: Belgium, 
France, West Germany, Italy, Luxembourg, and the Nether
lands in a comprehensive arrangement aimed, in part, at the 
eventual removal of all trade barriers within the complex. Soon 
afterwards, seven other countries, not able or willing to be 
associated with the Common Market, joined forces to form the 
European Free Trade Association (EFTA).
The effectiveness of international agreement in the case of 
the Common Market (EEC) supports this theory of politico- 
economic bargaining. At the beginning of 1964, EEC members 
had already reduced their internal tariffs by 60 percent. Trade 
among the member states more than doubled between 1958 
and 1963 and imports from third countries increased by 52 per
cent. In the same period, Common Market imports from the 
U. S. rose 80 percent and exports to the U. S. 54 percent. The 
total gross national product of the Common Market area in
creased by 32 percent from 1958 to 1963, while the U. S. gross 
national product increased only 23 percent in this period.
The success of the Common Market is an indicator of the im
portance of international trade agreements which, no doubt, 
encouraged the U. S. Congress to pass the Trade Expansion Act
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in 1962. Its purposes are to stimulate the economic growth of 
the United States and maintain and enlarge foreign markets 
for American products through trade agreements with other 
countries affording mutual trade benefits, and to strengthen 
economic relations with foreign countries through the develop
ment of open and nondiscriminatory trading in the free world.
After the Trade Expansion Act was passed, the United States 
proposed to the contracting parties of the GATT that they con
vene a new round of multilateral trade negotiations to seek 
further liberalization of trade barriers. This round, called the 
Kennedy Round Negotiations, began on May 4, 1964. The sixth 
round of this agreement was signed on June 30,1967, instituting 
international agreements covering tariff reductions, agricul
tural trade, anti-dumping rules, discriminatory road use taxes, 
chemical price fixing and aid to developing countries. These 
Kennedy Round Negotiations are probably the greatest and 
most widely beneficial trade negotiations in history.
Political Considerations
Since our founding as a nation, we Americans have held to 
the view that peaceful foreign trade is a normal and desirable 
element in relations among nations. At the same time, we 
have held that exceptions to this view could be made for com
pelling political or military reasons.
What is called the Cold War creates special problems and op
portunities for trade policies with communist countries to 
serve our national interest. Generally we have restricted or 
abstained from trade with the communist countries for political 
reasons. Since these countries are competing with the nations 
of the free world ideologically, militarily, and economically 
Americans have accepted the idea that any trade with the com
munist faction might give these countries needed strategic ma
terials that would be used toward non-peaceful ends.
As early as 1934, when the Import-Export Bank declined to 
enter into commercial relations with the U.S.S.R., there has 
been discrimination against communist countries. Only re
cently have restrictions on trade with the communist Euro
pean nations been relaxed. The most recent concession was in 
October, 1966, when President Johnson directed that approxi
mately 400 items be removed from the Commodity Control List 
that prohibited the sale of certain items to the European com
munist nations. The items deleted were termed “non-strateeic” 
in nature. 5
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Thus, what may once have been a valid argument against 
trade with the communist countries has been changed by the 
events of time. Restrictive trade policies were formulated at a 
time when the “communist threat” appeared to be a unified 
ideological front determined to take over the free world. Trade 
with these countries at that time would have provided them 
with strategic materials with which to accomplish their aim 
of world domination.
Four things in the last decade have changed this picture:
1. Econom ic advances of the communist bloc;
2. Russia’s development of a tremendous m ilitary and nuclear 
capability;
3. The split o f the united communist front;
4. D isplay of a m ore responsible attitude toward peaceful co
existence by the Eastern European communist countries and 
to som e extent, Russia.
These changes in the communist front are significant in re
lation to trade. Since these countries are now more developed 
economically there are more items that could be traded bene
ficially. Trade would not change the military balance of power 
between Russia and the U. S. because Russia already has the 
potential for annihiliation of a good part of the free world.
Poland, Yugoslavia, and Rumania have demonstrated inde
pendence from international communism and do not pose a 
united political threat, but rather a choice market for mutual 
trade relations.
Red China is a special case and appears to be in the position 
that Russia was under Stalin. While Red China may be mili
taristic and a threat to world peace, the economic fact is that 
she is extremely limited in export capacity because of her un
derdeveloped industrial base. Therefore, with her limited ca
pacity to trade, relaxations of trade restrictions on nonstra- 
tegic materials would amount to little more than an over
ture that might lead to peaceful negotiations between the 
United States and China.
Although in past GATT negotiations the United States has 
already done much to liberalize trade, the last two rounds of 
GATT negotiations have made it quite clear that certain key 
problems must be dealt with more adequately if further liber
alizing efforts are to be successful. Previous efforts have 
eliminated the protection that was largely superfluous and in
creasingly cut into those areas where significant resource re-
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allocation effects are produced by the reductions. We must deal 
with the hard core of protection from now on if further ex
pansion of world trade is to be encouraged.
Economists, since the time of Adam Smith, have been able 
to show that it is possible for a country to raise its real income 
level more under free trade conditions than under a system of 
tariff protection. This fact stems from the economic law of
comparative advantage.” However although the gain to con
sumers in the form of lower prices is more than enough to 
compensate the producers of protected products from any loss 
they suffer, in practice such compensation is not made. In 
industries where workers and employers can readily find al
ternative employment the adverse effects of tariff cuts are 
minor. But in industries where employment and profits are 
already declining because of increased imports or competition 
trom some other domestic or foreign industries; where the 
workers are older, less skilled, and less educated than most 
workers; and where the areas in which the industries are lo
cated are depressed generally, then the costs of greater im
port competition can be high for a small group.
Theodore Geiger mentions that the government gives greater
^ ^“3 to tile lar&er loss suffered by a few people than to the 
offsetting gain which would be distributed very thinly over 
many people. He points out also that the typical legislator 
knows that he is likely to lose votes on balance if he sacri
fices the losses of his constituents for the greater, but thinly 
spread, gain to the many. Instead of representing a regrettable 
act of politics, as Geiger seems to suggest, it is possible that 
this view reflects the actual value judgments of the people in 
general. In other words, the general public probably regards 
a larger gain spread over many people as inferior to a smaller 
total loss that falls on a relatively few. Taking this into consid
eration, trade negotiations should be implemented over the 
longest reasonable period of time so that necessary popular 
adjustments can be made.
On this aspect we agree with a statement by Theodore Geiger 
and Sperry Lea. They state:
tv,l"r^e-/ jCL t!lati is has ,become relevant and realistic for mted States to commit itself to reaching the goal of free 
trade by the end of the next decade or so is of overriding 
significance compared with the two possible ways to achieve it 
In the next few years the primary need is for decision makers 
and opinion leaders to think about U. S. trade policy in these 
new terms, t.e., as aimed at free trade. Once this way of think-
36 MONTANA BUSINESS QUARTERLY
in g has becom e sufficien tly w idespread, as happened tw o de
cades ago w ith the idea o f trade liberalization, the question of 
whether to continue to fo llow  the traditional U. S. m ethod of 
multilateral negotiations or to shift, sooner or later, to a free 
trade area approach becom es a largely  technical question o f 
choosing the m ost effectiv e m eans to an accepted end.”4
A study by Harry G. Johnson, entitled Economic Policies To
ward Less Developed Countries, is pertinent. In discussing the 
result of United States adoption of free trade in manufactured 
products, Johnson states, “There are two kinds of effects to 
consider: 1) substitution effects resulting from replacement 
of domestic products by imports, and 2) income effects resulting 
from the growth of world income as a result of world trade. 
The income effects, it can be confidently predicted, would be 
negligible.”5
Of the substitution effects, which would undoubtedly be 
greater, Johnson said, “It is impossible to estimate anything 
more than orders of magnitude, because we know so little about 
cost levels or about price elasticities of demand and supply.”0 
He did, however, make an effort to estimate the effects and 
emerged with a minimum figure of a 40 percent increase in 
less developed countries’ manufactured exports, resulting from 
the abolition of United States tariffs. In 1963, he emphasized, 
this would have amounted to $800 million if only manufactured 
articles were included, or about $1.3 billion if other processed 
goods were included.
In the short run this means imports will far exceed exports 
in the United States. With this increase in imports, however, 
foreign countries will have more dollars with which to purchase 
U. S. goods, which means that U. S. exports can eventually rise. 
This situation will be fruitful to the U. S. economy in the long 
run. It also indicates that the United States does not have to 
wait for foreign countries to reciprocate with abolished tar
iffs at the same time the U. S. does. Therefore, the primary 
issues facing the United States are the reallocation of labor and 
capital from those industries which have a comparative disad
vantage to those industries which enjoy a comparative advan
tage, and the short-run balance of payments problem discussed
‘Theodore G eiger and Sperry Lea, “The Free Trade Area Concept as 
A pplied to the United States,” Issu es and O b je c t iv e s  o f U. S. F ore ign  
Trade Policy, Joint E conom ic Committee, Washington, D. C., 1967, p. 57. 
''Harry G. Johnson, E con om ic P o lic ie s  T ow ard  L ess D ev e lop ed  Countries, 
The B rook ings Institution, Washington, D. C., 1967, p. 133.
'Ibid., p. 145.
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earlier. With our education system and recent manpower 
training programs we can make labor adjustments more easily 
and more rapidly than at any time in the past. In addition, 
capital released from less competitive industries will find its 
way to more competitive, more productive uses.
Conclusion
For the past thirty-five years the United States has moved 
toward freer trade with other nations of the world. This has 
resulted in an estimated $30 billion volume of exports and $26 
billion of imports annually. The resulting $4 billion trade bal
ance has helped to finance much of the cost of our overseas 
programs of military and economic aid, of foreign investments 
that will, in time, produce a return flow of dollars, of Amer
ican tourist travel abroad, and of the war in Viet Nam.
From the point of view of national self-interest the United 
States would seem to be the last country to benefit from an 
anti-Kennedy Round of renewed protectionism. The United 
States balance of payments would suffer, not gain, if barriers to 
world trade were increased. It is partly for this reason, no 
doubt, that the measures recently announced by President 
Johnson have avoided anything that might interfere with trade 
m merchandise and agricultural commodities. On balance the 
United States world leadership can only be enhanced, not in
jured, by the further reduction of trade barriers between the 
nations of the world.
Technological Change: 
Its Impact On Montana
PATRICIA  P. BRAGG 
Director, State Technical Services 
Bureau o f Business & Econom ic Research 
University of Montana, M issoula
In the Fall 1967 issue of the Montana Business Quarterly we 
discussed the rapid growth in technology, and came to some 
conclusions concerning the effective utilization of technology.1 
In comparing several empirical studies of industrial and de
fense technology, one conclusion reached was that, although 
the time lag between innovation and application is generally 
greater for industrial-oriented than for defense-oriented tech- 
nology, the financial returns are frequently higher. A second 
conclusion suggested by a comparison of these studies was that 
applied” or problem-oriented research and technology are 
more effectively utilized than “pure” research, particularly if 
measured by the rate of application. Probably the most im
portant conclusion was that neither business, government, nor 
educators have used technology nearly as effectively as they 
might have to solve many social problems. Based on these 
conclusions, this issue will deal specifically with one area of 
technological change— automation— and its likely impact on 
business, education and employment in Montana.
As a technological innovation, automation, and more spe
cifically automated data processing, was first begun in the 
1880 s by the U. S. Bureau of the Census. Confronted with the 
vast amount of data to be summarized, Herman Hollerith, an 
employee of the Census Bureau, applied the punched-hole prin
ciple to cards and sorted them mechanically. Very few changes 
in this electromechanical device were made until the 192Q’s 
when Dr. Vannevar Bush of the Massachusetts Institute of 
Technology developed three analytical machines. Shortly after 
that a mathematician from the same institution worked out 
theories and mathematical models that formed the basis of 
today’s innovations.
To many, in 1968, it is not clear whether automation is the
Patricia P. Bragg, “How  Effectively Are We Using Our Technology,” 
Montana Business Q uarterly, Fall 1967, pp. 37-45.
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wolf at the door, a rich uncle, or some sort of white-coated 
technocrat riding on a gleaming white machine. But among 
these different interpretations and the pictures they engender 
there must be some middle ground where it is possible to get a 
clear, precise picture of what automation is and what impact 
it will have on Montana.
One general supposition about the impact of automation on 
Montana can be concluded: it will change Montana. Automa
tion will change the qualifications required for employment; 
it will change the methods used to handle and transport goods; 
it will change services offered the consumer; it will change 
present means of communication; it will change the time spent 
on certain tasks as opposed to others; and it will change our 
educational institutions, our social, political, and economic 
environment.
Though these changes are inevitable, their order and the 
rapidity with which they will occur are open to speculation. 
As one author noted, “in the American environment, Montana 
occupies about the same kind of niche as the ‘underdeveloped’ 
or ‘backward’ countries occupy in the world environment.”2 
The economic characteristics which put Montana into this 
underdeveloped ’ classification include the concentration on 
primary production and the relatively small size of business 
firms and educational institutions; these suggest that automa
tion will take longer here than in the more densely-populated 
industrial states. In other words, the rate of technological 
change is closely related to the level of economic activity and 
the industrial composition. Regardless of the measures used, 
the level of economic activity in Montana lags behind that in 
most other states. Furthermore, the most extensive uses of 
automated techniques, thus far, are in large-scale routine 
processing operations such as billing, inventory control, pro
duction planning and control, and in scientific and engineering 
applications. Thus, automation tends to progress more rapidly 
m states whose business sector is composed primarily of large 
manufacturing firms. Montana has relatively little manufac
turing activity, and therefore we can anticipate slower ad- 
vances in automation than in many states.
On the other hand, an analysis of the impact on Montana 
cannot be confined to changes within the state. Some of the 
changes mentioned earlier may occur simply because of the
^rly riFaU l ^ T l0r9<,M0ntana ^  Transition>” Montana Business Quar-
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pressures exerted by business, educational and governmental 
units outside the state. For example, our retailers and whole
salers may have to use automated transport facilities and in
ventory controls because of requirements imposed by their 
suppliers’ automated systems; educational institutions may be 
forced to offer more and more training in automation simply 
to meet the demands of firms outside the state; and Montana 
banks and insurance agencies may be under the same pres
sures because of the highly automated operations of corre
spondents and home offices in other states.
Outside influences may affect automation in Montana in 
still another way. Fifteen or even ten years ago, before auto
mated processing and communications facilities were used by 
larger firms, it would not have been profitable for many sup
pliers or retailers to service Montana. The projected volume 
simply did not warrant operating in even the larger Montana 
cities. With automation, these larger firms can usually handle 
a larger volume of business at the same or a lower price per 
unit. This operating result may mean that more firms can now 
compete in local markets. Thus, Montana’s involvement in 
automation may be accelerated because automated firms can 
enter local markets like ours, or because existing firms adopt 
automated techniques in order to compete more effectively 
against prospective competitors.
External pressures, together with the gradual reduction in 
the costs of converting to automated procedures, will undoubt
edly increase the rate of automation in Montana beyond that 
rate which might normally be expected for a less industrialized 
state. Naturally some industries, educational institutions, and 
sectors of the employment force will be more affected than 
others. The remainder of this article examines the prospect 
for three sectors of Montana’s economy— business, education, 
and labor.
Impact on Business
Of all the industries in Montana, banking and insurance and, 
to a lesser extent, retail trade will probably bear the major 
impact of automation during the next ten years.
In 1966 the American Bankers Association made a survey 
of automation in U. S. banks.3 Thirty-six percent of the banks
• Dale L. Reistad, National A u tom ation  Su rv ey  o f  1966 (Washington: 
The American Bankers Association, 1966).
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surveyed were using automated procedures for bank opera
tions and another ten percent had automated equipment, such 
as computers, on order or were in the planning stage. In terms 
of total deposits, ninety-eight percent of the banks with deposits 
over $500 million were automated; ninety-five percent of those 
with deposits ranging from $100 to $500 million were auto- 
mated. Only fifteen percent of banks with deposits over $50 
million had no automation plans. Even among banks with no 
automation plans, forty percent predicted that they would be 
partially automated by 1971. It is estimated that eighty-five 
percent of the banks having $50 to $99 million will process 
accounts by computers in 1970. Beyond 1970 automation is 
expected to spread to thirty-seven percent of the small country 
banks. These figures suggest that while larger banks are the 
first to automate, smaller banks are becoming more aware of 
technological change and can be expected to increase the rate 
of automation after 1970.
Many may find it surprising that an industry often noted for 
its conservatism is one of the first industries, both nationally 
and locally, to automate operating procedures. For large banks 
at least, this trend is probably explained by rising labor costs 
and increasing customer services. Few industries in the United 
Mates exceeded the banking industry in the ratio of clerical 
employees to total employees and the ratios of payroll costs to 
total costs. The relatively high turnover in clerical personnel 
provided an additional impetus for automation. Continuing 
pressure for new customer services, such as freight payment 
plans and credit cards, and a shift from wholesale activities 
that serve large corporations to retail activities for the smaller 
depositor have required more detailed processing for banks. 
Data processing by computers and other automated techniques 
have begun to provide solutions to these problems.
The American Bankers Association has also played an active 
role in furthering automation within the industry. Its educa
tional and research studies and analyses of automated banking 
procedures have stimulated considerable utilization of com
puters by banks.
Montana banks are under the same pressures to apply tech
nological solutions to clerical tasks and customer services as 
are banks in general. There is, however, another reason why 
automation has and will continue to affect the banking industry 
more than some other industries in Montana. Even though 
hanks tend to be smaller in Montana than in many states, they 
nnd it necessary, at one time or another, to deal with larger
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banks all over the country: small banks cooperate with their 
larger correspondent banks, for example; checks from Seattle, 
New York City, Chicago and elsewhere are cashed locally; 
treasury bills are purchased through local banks. If the larger 
banks or financial institutions or government securities dealers 
have automated systems, local banks, unless they also have an 
automated system, may not be able to process checks, credit 
applications, purchase orders and so forth which originate out
side Montana but are processed here.
Those Montana banks who foresee a structural change in 
banking— from unit to branch banking— may have yet another 
reason for automating. Banks operating in more than one city 
or several branch offices within the same city can lower oper
ating costs by maintaining some centralized control and oper
ating procedures in the head office. Centralized processing is 
easier to achieve with an automated than with a manual sys
tem. Furthermore, the additional volume created by one or 
more branch offices may substantially increase the potential 
benefits from automated equipment.
Trends toward automation are already apparent in Montana: 
currently 10 of the 133 banks are automated or have an auto
mated system on order. An additional 10 to 15 banks are re
viewing service bureau plans for automation. As is true nation
ally, the total number of banks automated is relatively small; 
however, those banks which are automated undoubtedly rep
resent a large proportion of Montana’s total deposits.
National trends toward automation in the insurance industry 
will have a substantial impact on Montana’s insurers within the 
next 10 years. Nationally, the number of insurance policies 
sold and the variety of services provided by insurance com
panies and agencies are expected to increase through the rest 
of the 1960’s. By 1963 over 80 percent of all insurance em
ployees worked in companies that had automated equipment. 
One survey conducted in 1963 found that since 1954 about 300 
companies had acquired more than 800 computers.4 By early 
1963, companies accounting for four-fifths of insurance employ
ment were automated; companies accounting for another 5 
percent of employment were partially automated or in the 
planning stage.5
‘Bureau o f Labor Statistics, Im pact o f O ffice  A utom ation  in the In su r
ance Indu stry  (Bulletin 1468, 1965).
'William Kaup, Director, R eport o f  the State o f  Illin o is C om m iss ion  on  
Autom ation  and T ech n o log ica l P rog re ss (Illinois: State o f Illinois, 
1967) p. 65.
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As is true in the banking industry, the major pressure for 
automation comes from changing customer services and mar
keting techniques. Group insurance— insurance which covers 
several policyholders under a single policy— continues to grow 
as a proportion of the total insurance written. This trend plus 
that of selling all lines of property, casualty, and life and health 
insurance through one group of affiliated companies or by one 
agency has served to consolidate the insurance business. This 
means that one sales organization can offer a full range of 
insurance services, and recordkeeping can be integrated and 
simplified. This, in turn, offers a natural application for auto- 
ma e procedures, particularly in areas such as premium billing 
and accounting, claims processing and change requests.
, .. 5° Per^  an<* casualty insurers, too, are changing to a direct 
billing system. Previously, agencies billed policyholders and 
then remitted premiums to the insurers. Direct billing from 
the insurer’s home office eliminates a good deal of record
keeping by permitting automated equipment to take over the 
lull range of premium billing and accounting.
Nearly all the 25 Montana insurance companies or agencies 
which are automated have an independent service bureau pro
cess their data rather than purchasing their own equipment 
Premium billing and recordkeeping are typically automated, 
w.Ith,,a few companies experimenting with automated change 
ot address requests. It is estimated that another 20 to 25 com
panies will be partially automated by the end of 1968. This 
expected increase in insurance automation can be explained, 
m part, by the same factors influencing national trends: the 
increase m group insurance, direct sales appeals to customers 
through advertising, and the growth in complete coverage 
onc office have a consolidating effect on insurance 
sales. One single agency can process a larger number of ac- 
counts, and the larger agencies now have sufficient volume to 
justiiy automated procedures.
Automation in the retail industry has, and will continue to 
have, a slightly different development than in banking or 
insurance. Many large regional or national chains with retail 
outlets m Montana are already automated or are in the plan
ning stage. The relatively small size of most nonchain retailers
v,° f?KeriWlthi he limitGd offerinSs of local service bureaus, has held back widespread applications in the retail sector. This 
pattern is unlikely to change within the next five years. Fur
ther automation will occur either because already automated
44 MONTANA BUSINESS QUARTERLY
firms enter local markets or because the smaller firms con
solidate their efforts and share the costs of automating through 
the use of a service bureau.
Education
Of the three sectors of Montana’s economy examined here, 
trends toward automation should be more rapid and extensive 
in education than in any other single sector.8
While higher education has done much in the science of 
automation, it is ironic that universities, where computers were 
first developed, are among the slowest users. The explosive 
growth of computation facilities and computer education pro
grams began in the 1950’s. Yet, only 100 institutions of higher 
learning in the whole nation— many of them state and land- 
grant universities— had data processing equipment by 1961; 
and most of these were used primarily for research.* 7 This fact 
alone suggests that rapid advances in educational uses of 
automated equipment are necessary to overcome the gap be
tween industrial and educational applications. Besides, the 
industrial demand for people skilled in the operation and 
management of automated equipment is far greater than the 
industrial training programs can supply. For example, it is 
estimated that the current demand for skilled programmers 
alone exceeds the supply by some 450,000 people.8 The short
age may even grow worse.
Educational institutions must take the lead in training more 1 
people in automation. The slow start in using automation in 1 
education and the increasing demand for trained specialists 
should make all educational institutions aware of the tremen- I 
dous pressures to expand their use of automated equipment. 
Not only have the universities been slow to advance their 
training of personnel who know how to use automated equip
ment, but they have been reluctant to use these new devices I 
for activities such as pure research, upgrading teacher skills, 
library planning, programming sociological and psychological 
studies and administration.
"Automation viewed in the context of education includes the use of
computers for administrative operations, research, and instruction.
7Com pu ter S cien ce at State Universities and Land-Grant Colleges, 
(Washington: The Office of Institutional Research, 1967) p. 7.
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Montana’s educational uses of automated equipment have 
also lagged behind the industrial sector. For example, Mon
tana has made no provision for educational T. V. at either pri
mary or secondary school levels. At the higher educational 
units automated techniques have been used for administrative 
work, including registration and payroll processing, since about 
1959, but computer education programs and computer usage 
for research are still limited. Currently, there are approximate
ly 19 courses with a major emphasis on computers offered by 
the two largest university units; these courses include an in
troduction to the computer, digital programming, numerical 
analysis, systems programming and computer applications to 
specific areas, such as engineering and business. No university 
unit offers a degree in Computer Sciences or related fields; on 
a national basis 3 out of 4 colleges and universities offer such 
degrees. Training programs for businessmen are usuallly 
initiated after the course work and degrees in computer 
sciences are made available to full-time students. Since Mon
tana’s institutions have only recently begun this phase, it is not 
surprising that very little has been done to train or retrain 
personnel for businesses converting from manual to automated 
\ systems.
| Contrary to the national trend, Montana researchers have 
been the last group to make extensive use of the computer. 
Thus far, there has been a general resistance to applying auto
mated techniques in the social sciences and the humanities and 
i arts. As a consequence, data compilation and analysis have 
been restricted to research in the physical sciences. Even in 
this area the average number of research contracts at Montana 
| schools which include a specific provision for data processing 
| time appears to be far fewer than for most colleges and uni
versities.
If current plans of the university system are adopted, the 
! increase in educational programs during the next year will 
represent a major improvement. Course offerings in the com
puter field are expected to double at the university level and 
two of the units plan to offer a master’s degree heavily oriented 
toward Computer Science. Educational programs for business- 
i mfn are also being developed: for example, a digital program
ming conference was recently held for engineers, with follow
up sessions designed to stimulate local interest in programming 
courses. In a less specialized area, a series of seminars are being 
conducted around the state on the practical applications of
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computers for management. Both programs will be expanded 
next year. As energetic as these plans may appear, they repre
sent a rather elementary effort to meet current educational 
demands, let alone those which are anticipated during the next 
five years. Further advances will depend, to a large extent, on 
whether or not staff and faculty members familiar with and 
receptive to technological change can be attracted to Montana’s 
educational institutions. Since the demand for these people is 
as great in business as in education, our schools, especially 
those at the secondary level, will have to go all out in recruit
ing such personnel. If they do not, the task of narrowing the 
gap between industrial and educational uses of automated 
techniques may become an impossible one.
Labor
The extent to which labor will be affected by automation 
during the next 10 years depends upon the accuracy of the 
forecasts for business and education. That is, structure and 
training of the labor force is directly related to the demands of 
business and education.
Employment in those Montana firms or industries which be
come involved in automation will change in two respects: first, 
the functions associated with a particular job title will be al
tered. For example, the bank officer charged with the book
keeping responsibility will have much less detail work to super
vise. He will be expected to spend more time handling 
customer relations. Similarly, the secretarial functions in an 
insurance company will entail less tabulating, typing, and ac
counting work and more key punching, coding and tape classi- 
fying and filing. Not only will existing job classifications 
change, but new types of jobs will be created. Larger firms 
usually have one or more employees directly responsible for 
operating the automated equipment— in the case of computers, 
these people are classified as programmers. In addition, tech
nical experts who can convert a manual to an automated system 
are needed. Many smaller Montana firms will find they need at 
east one employee, skilled in both the operational details and 
the management of automated equipment.
Secondly, the number of employees classified as clerical or 
supporting staff will decline as a percentage of total employ
ment. For the insurance industry, office staffs of all insurance 
companies grew at a slower pace after automated equipment
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was introduced and the rate is expected to increase only 5 to 
10 percent over the next decade, compared to a 32 percent jump 
during the last decade. Similar projections are being made for 
office workers in banking and retail trade. Despite the decline 
in clerical and other supporting staff, it is unlikely that the 
impact of automation will be reflected in total employment. 
Increases in manager, salesmen and top executive positions 
tend to offset the decline in office workers. Generally, reduced 
rates of hiring will be felt almost exclusively by those who 
qualify for clerical and related jobs.
In conclusion, automation will affect Montana’s businesses, 
its educational institutions and its employment patterns. The 
relative size of our businesses and educational institutions 
means that we must use all our resources fully to develop an 
awareness and utilization of technological innovations. Com
petitive practices, declining costs of automation and the in
creasing popularity of cost-sharing programs will make auto
mation more attractive to Montana firms. Pressures from 
industry and government will, in turn, provide the impetus for 
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